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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHMOND, JUNE 9, 2000
PETI TI ON OF
MCI WORLDCOM | NC. CASE NO. PUC990244
and
SPRI NT CORPORATI ON
For approval to transfer
control of Sprint Corporation's

Virginia Operating Subsidiaries
to MCI Worl dCom Inc.

FI NAL ORDER

On Decenber 17, 1999, Ml WirldCom Inc. ("MI Worl dConi),
and Sprint Corporation ("Sprint") (collectively referenced as
"Joint Petitioners") filed a joint petition with the Virginia
State Corporation Comm ssion ("Conmm ssion") pursuant to the
Uility Transfers Act requesting authority for M WrldComto
acquire indirect control of the regul ated tel ecomruni cations
operations of Sprint in Virginia.

On January 18, 2000, the Comm ssion issued an Order
extending the period of reviewto June 14, 2000,! directing the
Joint Petitioners to publish notice of their petition and

provi di ng an opportunity for public coments and requests for

! Pursuant to § 56-88.1 of the Code of Virginia, the Conmission was required
to either approve, disapprove, or extend the review period of the joint
petition within sixty (60) days. The period of review may be extended for an
addi ti onal 120 days under the statute.


http://www.state.va.us/scc/contact.htm#General

hearing. On January 13, 2000, the Tel ecomruni cati ons Resellers
Association ("TRA") filed a Motion for Leave to Intervene for
t he purpose of nonitoring the proceeding. However, the TRA
subsequent|ly requested |leave to withdraw its notion pursuant to
its pleading filed on March 22, 2000. On January 31, 2000, the
Town of South H Il filed conmments wherein it stated that it had
no objection to the nmerger as long as service quality did not
di m ni sh.

On February 22, 2000, both AT&T Conmuni cations of Virginia,
Inc. ("AT&T"), and SBC Communi cations, Inc. ("SBC'), filed
coments and requests for hearing. On March 8, 2000, the
Commi ssion issued an Order denying SBC s and AT&T' s requests for
a hearing.

Merging Parties

MCI WorldComis a publicly traded CGeorgia corporation
provi di ng gl obal telecommunications. Through various operating
subsidiaries, M WrldComis authorized to offer intrastate
i nt erexchange tel econmuni cati ons services in 50 states and the
District of Colunbia, including intrastate services within
Virginia. Oher M WrldCominterexchange carrier ("IXC")
subsidiaries are authorized by the Federal Communi cations
Comm ssion ("FCC') to offer nationw de donestic interstate
services, international services, and nationw de paging, and to

provi de voice and data comruni cations services to custoners



t hroughout the United States. MI WirldCom has acquired nmulti-
channel nulti-point distribution services ("MVDS") frequency
channels in a nunber of markets and offers international public
switched voice, private line, and data services to other
carriers and to business, governnent, and consuner custoners,
including direct service to approximately 160 foreign countries.
MCI Wor| dCom subsi diaries are also qualified as conpetitive
| ocal exchange carriers ("CLECs") in all 50 states. In
Virginia, M WrldComis the parent of the follow ng
certificated operating subsidiaries: MI WORLDCOM
Communi cations of Virginia, Inc. ("M WORLDCOM VA"), Ml netro
Access Transm ssion Services of Virginia, Inc. ("Minetro VA"),
MCI WORLDCOM Networ k Services of Virginia, Inc. ("M WORLDCOM
Network VA"), MFN of VA, L.L.C. ("MFN'), Institutional
Communi cati ons Conpany-Virginia ("lInstitutional"), and Virginia
MetroTel, Inc. ("MetroTel").?
Sprint is a Kansas corporation with subsidiaries offering

| ocal exchange services in 18 states, including two incunbent

2 MCI WORLDCOM VA is a CLEC, which is authorized to provide |ocal exchange
services under Certificate T-359b, as nobst recently revised January 20, 2000.
Ml metro VA is a CLEC and interexchange carrier ("I1XC'), which is authorized
to provide | ocal exchange services under Certificate T-360 and interexchange
services under Certificate TT-22B, as nost recently revised Septenber 28,
1995. MI WORLDCOM Network VA is authorized to provide interexchange
services under Certificate TT-3B, as nobst recently revised January 20, 2000.
MFN is both a CLEC and | XC, which is authorized to provide |ocal exchange
services under Certificate T-413 and interexchange servi ces under
Certificate TT-53A. Institutional and MetroTel are both authorized to

provi de interexchange services under Certificates TT-13A and TT- 20A,
respectively.



| ocal exchange conpanies ("ILECS") in Virginia. Sprint's
Virginia | LEC subsidiaries are Central Tel ephone Conpany of
Virginia ("Centel") and United Tel ephone- Sout heast, Inc.
("United"), which together provide nore than 414,000 access
lines in 90 exchanges throughout 47 counties. Through various
operating subsidiaries, Sprint also has authority to offer
intrastate interexchange services in all 50 states and the
District of Colunmbia. Centel and United hold multiple
certificates in Virginia.® Sprint is also authorized by the FCC
to offer nationw de donestic services and international services
and to provide voice and data communi cations services throughout
the United States. Sprint and its subsidiaries are al so
qualified as CLECs in 48 states, including Sprint Conmunications
Conpany of Virginia, Inc.,* in Virginia.

Mer ger Agreenent

Pursuant to the Agreenent and Plan of Merger ("the Merger

Agreenent") executed October 4, 1999, Sprint will nerge into M

Worl dCom and will cease to exist as a separate corporation.

3 Centel is an ILEC that holds multiple certificates for its service
territories in the central corridor of Virginia and provides interexchange
services under Certificate TT-16B, as nost recently revised Decenber 16,
1996. United is also an ILEC that holds nultiple certificates for its | ocal
service territories in the western part of Virginia and provides

i nt erexchange services under Certificate TT-31A

4 Sprint Comuni cations Conpany of Virginia, Inc., is both a CLEC and an | XC,
providing | ocal exchange services under Certificate T-367 and interexchange
services under Certificate TT-12B, as nost recently revised March 4, 1992.



Each share of Sprint's comon stock will be exchanged for one
share of MCI WorldComis stock. MI WrldComw Il be the
surviving corporation, and the nerged conpany will be naned

Worl dCom  The wholly owned subsidiaries of the newly nanmed

Worl dComwi Il continue to be the corporate parents of the
certificated Virginia tel ecomunications providers identified
above. The certificates held by Sprint subsidiaries wll
continue to be held by those subsidiaries and will be indirectly
control |l ed by Wrl dCom

Joint Petitioners' Statenent of |npact Upon Service and
Rat es

Joint Petitioners state that they wish to nerge to conti nue
to be conpetitive in the gl obal tel econmunications market, which
will require providing integrated offerings conbining |ocal
t el ephone service wth long distance, wireless, and rel ated
services. The Joint Petitioners state that the proposed nerger
will result in a newentity with an aggregation of assets,
expertise, scale, and scope to expand its |ocal and broadband
services wthout any adverse inpact on Sprint's existing
regul ated operations in Virginia.

Joint Petitioners represent in filed affidavits that the
merger will not jeopardize the provision of adequate service to
the public in Virginia at just and reasonable rates. M

Worl dCom and Sprint state that the nerger will have no adverse



i npact on Sprint's |LEC operations in Virginia.® The Sprint
ILECs will remain obligated under the Tel ecommuni cations Act of
1996 to continue to negotiate in good faith and to enter into

i nterconnection and resale agreenents with conpetitors and offer
nondi scrim natory access to unbundl ed network el enents. Joint
Petitioners further represent that the nerger will not adversely
affect in any way the wholesale or retail rates to custoners,

i ncl udi ng conpetitors.

Wth regard to conpetitive services, Joint Petitioners
represent that the nmerger will have no adverse inpact on the
conpetitive |l ong distance marketplace. In addition, Joint
Petitioners state that the nerger will not adversely affect
current CLEC operations, both in terns of service quality and
rates. Joint Petitioners also represent that they plan no
reductions in previously planned investnent in existing |ocal
t el ephone operations in Virginia, thereby assuring that adequate

service will be nmintained.

> Sprint's Affiant Parrott (Joint Petition, Exhibit 6) states that the Sprint
ILECs will continue to be subject to the provisions of the Alternative

Regul atory Plan ("Plan") approved by the Commi ssion's Order of COctober 18,
1994, in Case No. PUC930036, as anended by Order of Novenmber 29, 1999, in
Case No. PUC970174, 20 VAC 5-401-70. The Sprint ILECs will also remain
subject to this Commssion's regulation of affiliate transactions as provided
in Chapter 4 of Title 56 of the Code of Virginia and the Conm ssion's O der
of March 28, 1997, in Case Nos. PUA960046 and PUA960047. Finally, the Sprint
ILECs will remain subject to the reporting requirenents and regulations as to
the I evel of service quality.



Staff Report

As directed by the Conm ssion's January 18, 2000, O der,
the Staff filed its Report on March 28, 2000. The Staff did not
object to the proposed nerger, subject to the tracking and
reporting requirenments recomended therein. Specifically, the
Staff recomended that:

Joint Petitioners should be directed to
track actual costs and savings for five
years after the nmerger is conplete and
submt an annual report to the D vision of
Public Utility Accounting detailing the
merger costs, nerger inplenentation costs,
and nmerger savings along with detailed

expl anati ons and docunentati on of

all ocations nmade for all Virginia entities.

The Joint Petitioners argue in their Response to the Staff
Report that the five-year reporting period is unreasonably | ong,
gi ven the expected integration of operations and the probability
of future nergers. The Joint Petitioners also question whether
the Staff's recommended reporting requirenents apply to entities
ot her than Centel and Unit ed.

In its Report, the Staff identifies and assesses the
appropriate service and rate standards, evaluates the actual
and/ or potential effects of the nerger on both the | ong distance
and | ocal exchange conpetitive markets, discusses the nerger's

financial inplications, and assesses the potential for new

savings and affiliate issues.



The Staff concludes that the requirenents in the Rules
Governing the Certification of Interexchange Carriers (20 VAC 5-
400-60) ("1 XC Rules") and the Rules Governing the Ofering of
Conpetitive Local Exchange Tel ephone Service (20 VAC 5-400-180)
("Local Rules"), along with United/ Centel's Plan, establish the
standards for determ ning adequate service to the public at just
and reasonable rates, as required by 8 56-90 of the Code of
Virginia.® The Staff notes that the definition of just and
reasonable rates in the interexchange marketplace in Virginiais
"mar ket based" or "conpetitively determ ned."

The Staff further notes that the Comm ssion has never
establ i shed specific service quality standards for | XCs.

However, the Conm ssion does nonitor | XC consuner conplaints and
may i nvestigate excessive conplaint |evels and take appropriate
action.” In the conpetitive interexchange market, consuners in
Virginia may al ways choose service fromone of the nunerous
other carriers if they are dissatisfied wwth the rates,

services, or service quality provided by a specific carrier.

The Staff reports that, overall, it does not believe that
the merger would have a direct inpact on the rates and/or

service quality currently provided by either the Centel or

6 Section 56-90 requires that the Conmi ssion be satisfied "that adequate
service to the public at just and reasonable rates will not be inpaired or
j eopardi zed" by granting the proposed nerger.

7 See 20 VAC 5-400-60, § H



United | LEC subsidiaries that continue to be regul ated under
their alternative regulatory plan.

Comrents by AT&T and SBC

AT&T argues that the nerger should not be approved "because
it will perpetuate and exacerbate the price-affecting and
conpetition-distorting consequences of Sprint's exceedingly high
intrastate access charges." (AT&T Comments at p. 2). As AT&T
recognizes inits Comments, the Comm ssion is currently
investigating Sprint's intrastate access charges. AT&T seeks to
interrupt this nmerger review until our investigation of Sprint's
access charges is conpleted. W decline to dismss the joint
petition herein with directions to refile after the conclusion
of our investigation of Sprint's intrastate access charges in
Case No. PUCO00003, as AT&T requests. AT&T next argues that
conpetition will be distorted when WrldCom the surviving
carrier, will be able to avoid paying (i.e., internalize) access
charges for calls originating or termnating on access |lines
provided by Centel and United. As an alternative to first
setting access charges at cost before approving the nerger, AT&T
al so proposes that Sprint's intrastate access charges be reduced
to match interstate access rates. The Conm ssion declines to
condition this nmerger approval upon this request. However, we
will proceed with our investigation of Sprint's intrastate

access charges in Case No. PUC000003.



SBC opposes the proposed nerger as threatening to dimnish
conpetition in the markets for |ong distance, |ocal, and
I nternet services. SBC uses the Herfindahl-H rschman I ndex, a
measure of market concentration, to describe the anti-
conpetitive effects of the proposed nerger on the |ong distance
market. Wth respect to the |ocal market, SBC states that the
merger will lead to decreased conpetition through di mni shed
investnment in local facilities. The conbination of |nternet
backbone facilities owned by M WrldComand Sprint will create
a dom nant provider, also making conpetition difficult or even
i npossi bl e, according to SBC

Fi ndi ngs

We find that the proposed nerger will not inpair or
j eopardi ze adequate service at just and reasonable rates. The
potential anti-conpetitive effect raised by the commenti ng
parties is alleviated by our continued oversight of the |ong
di stance market through our | XC Rules and the devel opnent of
further conpetition as described in Part B of the Staff Report.

Wth regard to the Staff's reporting recommendati on, we
find that it should be accepted; however, it should apply to
United and Centel only. 1In the event that future nergers make
such reporting requirenents unreasonable, the Joint Petitioners

may apply for relief at that tine.
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Accordingly, I T IS HEREBY ORDERED THAT:

(1) The Joint Petition is hereby approved.

(2) The Joint Petitioners are hereby ordered to conply
wth the Staff's recommendation to track and report annually for
the next five (5) consecutive years after nmerger conpletion the
details of actual nerger costs, nerger inplenentation costs, and
mer ger savings, along with detail ed expl anati ons and
docunent ati on of allocations made for Centel and United.

(3) The Joint Petitioners shall remain regul ated under the
| aws of the Commonweal th and Conm ssion Orders and Rul es, the
sane after conpletion of the nerger as before.

(4) There being nothing further to cone before the

Conmmi ssion, this matter is di sm ssed.
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